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QWEST SUBMISSION OF SUPPLEMENTAL KPMG DECLARATION 

Qwest Corporation (“Qwest”) respectfully submits the attached Declaration of Philip J. 

Jacobsen from KF’MG (the “Jacobsen KF’MG Declaration”). The Jacobsen KPMG Declaration 

confirms that Qwest has corrected all discrepancies identified in the KPMG Report as stated in 

the affidavits of Judy Brunsting and Marie Schwartz which were submitted to this Commission 

with the November 15, 2001 KPMG Report.’ It also confirms that Qwest has implemented the 

specific controls as stated in the Brunsting and Schwartz affidavits, as well as controls that 

address Discrepancy G from the KPMG Report, which was not specifically addressed in the 

Brunsting and Schwartz affidavits2 

On November 28,2001, Qwest submitted the November 15,2001 report prepared by 

KPMG, LLP (“KPMG Report”) in response to the recommendation of the Multistate Fa~ilitator.~ 

Jacobsen KF’MG Declaration, at 1. 

Id. 

I 

2 

See Facilitator’s Report on Group 5 Issues: General Terms and Conditions, Section 272 3 

and Track A, filed Sept. 21,2001. 
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The submission of the KPMG Report was also accompanied by a cover brief and the affidavits of 

Judith Brunsting and Marie Schwartz. As discussed in Qwest’s submission of the KF’MG 

Report, Qwest addressed each of the discrepancies identified in the KPMG Report by 

implementing new controls or control enhancements, as set forth in the affidavits attached to the 

Qwest submi~sion.~ 

Qwest recently engaged KPMG to perform a supplemental review with two objectives: 

to verify both that each of the discrepancies identified in the KF’MG Report has been corrected, 

and to verify that the supplemental controls identified in the affidavits of Judith Brunsting and 

Marie Schwartz submitted with the KPMG Report are now in place. The attached Jacobsen 

KPMG Declaration introduces no new information in this proceeding. Rather, it simply provides 

verification by a third party of Qwest’s previous representations as to steps taken in response to 

the KPMG Report. The Jacobsen KPMG Declaration states that “Qwest implemented the 

specific controls as stipulated in the Affidavits [of Ms. Brunsting and Ms. Schwartz]” - and 

went even further and implemented controls to address a discrepancy that was not addressed in 

the affidavits. See Jacobsen KPMG Declaration at 1. It also concludes that “Qwest has 

corrected all discrepancies identified in the KPMG Report by posting the transactions to the 

Qwest website and by billing or booking these transactions.” Id, It then goes on to discuss in 

detail the verification of the affidavits as to each discrepancy, and the extensive work performed 

These controls include additional safeguards at the corporate level of each company to 4 

ensure that all intercompany transactions are identified and billed at correct prices, improved 
formal tracking mechanisms, coordination with operational personnel and comparisons to 
databases to verify the results of those tracking mechanisms, additional training sessions with 
relevant personnel, additional supporting documentation to the FCC Regulatory Accounting 
Department, and development o f  automated solutions. 
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by KPMG to test the implementation of enhanced controls.’ Thus, the Jacobsen KPMG 

Declaration confirms that the Brunsting and Schwartz affidavits were completely accurate in 

their representations about corrections of past discrepancies and implementation of enhanced 

controls which are designed to prevent, as well as detect and correct, any discrepancies in the 

future. The Jacobsen KF’MG Declaration raises no new issues, but only confirms the accuracy of 

the affidavits previously submitted to the Commission with the W M G  Report. No further 

process is necessary. 

All of these additional unprecedented steps demonstrate that Qwest has both the ability 

and the intention to comply with Section 272 when it obtains FCC authorization to provide in- 

region interLATA service, and that i t  will have sufficient controls in place at that time that are 

“reasonably designed to prevent, as well as detect and correct, any noncompliance with section 

272.”6 For the reasons stated above and in Qwest’s prior filings, the Commission should 

conclude that Qwesi has satisfied the requirements for Section 272 and that no further process is 

necessary. 

KPMG’s work included, inter alia, reviewing written policies, training materials, and 5 

other documentation and interviewing individuals responsible for performing control tasks. See 
Jacobsen KPMG Declaration at 4-22. 

See Qwest Submission of Results of Independent Testing at 3 (Nov. 28,2001) (collecting 
authorities). 
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PHXlDPOOLEMC/l255081.1/67817.150 4 



COPY of the foregoing delivered this day to: 

Maureen A. Scott 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
Phoenix, AZ 85607 

Emest G. Johnson, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
Phoenix, AZ 85007 

Lyn Farmer, Chief Administrative Law Judge 
Jane Rodda, Administrative Law Judge 
Hearing Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington 
Phoenix, AZ 85607 

Caroline Butler ~ 

Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington St. 
Phoenix, AZ 85607 

COPY of the foregoing mailed this day to: 

Steven H. Kukta 
SPRINT COMMUNICATIONS COMPANY 
1850 Gateway Drive, 71h floor 
San Mateo, CA 94404-2567 

Eric S. Heath 
SPRINT COMMUNICATIONS CO 
100 Spear Street, Suite 930 
San Francisco, CA 94105 

Thomas Campbell 
Lewis & Roca 
40 N. Central Ave. 
Phoenix, AZ 85004 

Joan S. Burke 
Osbom Maledon, P.A. 
2929 N. Central Ave., 21"FIoor 
PO Box 36379 
Phoenix, AZ 85067-6379 

PHWDPOOI.EMCi125508 1.1/67817.150 5 



Thomas F. Dixon 
Worldcom, Inc. 
707 171h Street # 3900 
Denver, CO 80202 

Scott S. Wakefield 
Residential Utility Consumer Office 
2828 North Central Ave., Suite 1200 
Phoenix, AZ 85004 

Michael M. Grant 
Todd C. Wiley 
Gallagher & Kennedy 
2575 E. CamelbackRd. 
Phoenix, AZ 85016-9225 

Michael Patten 
Roshka Heyman & DeWulf 
400 North Fifth St., Ste. 1000 
Phoenix, AZ 85004-3906 

Daniel Waggoner 
Davis, Wright & Tremain 
2600 Century Square 
1501 Fourth Avenue 
Seattle, WA 98101-1688 

Bradley S. Carroll, Manager of 
Regulatory Affairs 
Cox Communications 
20401 North 29th Avenue 
Phoenix, Arizona 85027-3 148 
Seattle, WA 98101-1688 

Traci Grundon 
Davis Wright & Tremaine 
1300 S.W. Fifth Avenue 
Portland, OR 97201 

Richard S.  Wolters 
Maria Arias-Chapleau 
AT&T Law Department 
1875 Lawrence Street # 1575 
Denver, CO 80202 

David Kaufman 
E.spire Communications, Inc. 
343 W. Manhattan Street 
Santa Fe, NM 87501 

PHX/DPOOLEMC/I 2S5081.116181 7.1 SO 6 



Alaine Miller 
XO Communications, Inc. 
500 logth Ave. NE, Suite 2200 
Bellevue, WA 98004 

Diane Bacon. Legislative Director 
CoInmun;cat~ons'Workers of America 
5818 N. 7'h St.. Suite 206 
Phoenix, Arizona 85014-581 1 

Philip A. Doherty 
545 South Prospect Street, Suite 22 
Burlington, VT 05401 

W. Hagood Bellinger 
5312 Trowbridge Drive 
Dunwoody, GA 30338 

Joyce Hundley 
U S .  Dept. of Justice 
Antitrust Division 
1401 H Street, NW, # 8000 
Washington, DC 20530 

Andrew 0. Isar 
Telecommunications Resellers Association 
43 12 92nd Ave., NW 
Gig Harbor, WA 98335 

Raymond S. Heyman 
Two Arizona Center 
400 North 51h Street, Suite 1000 
Phoenix, AZ 85004-3906 

Thomas L. Mutnaw 
Snell& Wilmer 
One Arizona Center 
Phoenix, AZ 85004-0001 

Charles Kallenbach 
American Conimunications Services, Inc. 
13 1 National Business Parkway 
Annapolis Junction, MD 20701 

Patricia Van Midde 
Assistant Vice President 
AT&T 
11 1 West Monroe 
Suite 1201 
Phoenix, AZ 85003 

PHXiDPOOLEMC1125S08l. 116781 7.1 SO 7 



Gena Doyscher 
Global Crossing Services, Inc. 
1221 Nicollet Mall 
Minneapolis, MN 55403-2420 

Andrea Harris, Senior Manager 
Allegiance Telecom, Inc. of Arizona 
2101 Webster, Ste. 1580 
Oakland, CA 94612 

Gary L. Lane, Esq. 
6902 East 1'' Street, Suite 201 
Scottsdale, AZ 85251 

Steve Strickland 
SBC Telecom, 1". 
300 Convent, 18 Floor 

San Antonio, Texas 78201 
M. Andrew Andrade 
Tess Communications, Inc. 
5261 S. Quebec Street Ste. 150 
Greenwood Village, CO 801 11 

K. Megan Doberneck, Esq. 
Covad Communications 
4250 Burton Street 
Santa Clara, CA 95054 

Richard Sampson 
2-Tel Communications, Inc. 
601 S. Harbour Island, Ste. 220 
Tampa, Florida 33602 

PHX/DPOOLEMC/125508 I .  116781 7. I50 8 



1 

DECLARATION OFPHILIP J. JACOBSEN 

I, PHILIP J. JACOBSEN, declare that: 

I am a Certified Public Accountant and a partner of KPMG LLP (“KPMG”). My business address i s  707 17Ih 
Street, Suite 2300, Denver, Colorado 80202. KPMG, with over 103,000 professionals, provides services to 
clients through member firms in 152 countries. I am a member of the Management Assurance Services 
practice at KPMG and am the lead partner in that practice for services provided to clients in the 
communications industry. 

During my 13-year career, I have been almost exclusively involved in financial. regulatory and cost 
accounting matters in the telecommunications industry. I have served as an auditor for and consultant to 
clients in thc tclccommunicntions industry and currently nm a pnrtner in our firm’s telecommunications 
industry practice in the areas of assurance and advisory services. 

PURPOSE OF DECLARATION AND SUMMARY CONCLUSION 

Qwest Corporation engaged KPMG to perform the necessary testing to enable me to make this declaration. 
This declaration will address the testing that KPMG professionals performed. under my direct supervision, 
relating to affidavits filed by ME. Marie Schwartz and Ms. Judy Brunsting on November 15, 2001 (the 
“Affidavits”). The Afidavits discuss actions taken or to be taken by Qwest Corporation (the “Qwest BOC”) 
and Qwest Comniunications Corporation (the “Qwest 272 ABliate”) (collectively “Qwest”) to address the 
findings set forth in KPMG’s Repon of lndependent Public Accountants dated November 9, 2001(“KPMG 
Report”). The KPMG Report was issued in connection with the attestation examination performed regarding 
Qwest Corporation’s assertion of management with respect to its compliance with certain aspects of Section 
212 of rhe 1996 Act and related FCC rules and regulations. The attestation examination was performed as  a 
result of the recommendation of the Multistate Facilitator, The Liberty Consulting Group, in its report dated 
September 21,2001 (the “Liberty Report”). 

Specifically, the Affidavits addressed new controls and enhancements to existing controls that the Qwest 
BOC and the Qwest 272 Affiliate had implemented or would be implementing to address the issues detailed 
in the KPMG Report. I n  the Affidavits, it was stipulated that the new controls and control enhancements 
would be in place by December 3, 2001, with the exception of two new controls that are scheduled to be 
implemented by December 3 I ,  200 I. 

In summary, Qwest implemented the specific controls as stipulated in the Affidavits, as well as controls that 
address Discrepancy G from the KPMG Report, which was not specifically addressed in the Affidavits. 
Certain controls scheduled to be implemented subsequent to December 3, 2001 (items 7 and 8 from the 
Brunsting affidavit) were not tested. Additionally, Qwest has corrected all discrepancies identified in the 
KPMG Report by posting the transactions to the Qwest website and by billing or booking these transactions. 
Our testing was direcred only at the new cnntrnls and control enhancements discussed herein and did not 
include an assessment of the overall design and effectiveness of such new controls and control 
enhancements. 



SCOPE OF DECLARATION 

The new controls and control enhancements discussed in the Affidavits and addressed in this declaration are 
as follows: 

Dcccmbcr 3,2001 

Marie Schwartz Affldavil (related lo Qwesr ’s BOC) 

1. The Business Unit Affiliate Manager (“BUAM’) supervisor 
will review l l ic calculalivii to eliswe buili d rully dibirilruied 
cost (“FDC”) and fair market value (“FMV”) analysis has 
been completed. 
Thc Rcgulatory Accounting organization will cxpand its 
control sheets to provide additional detail which will allow 
them to verify that a FMV and FDC study has been 
performed for all services. 

3. Regulatoly Accounting supervisor to review control sheets 
verifying on a quarterly basis that all documentation has 
been received. 
Employees at the access control centers will be retrained to 
ensure that a valid department or responsibilim code will be 

2. 

4. 

A 

provided. 
5.  Monthly requests for billing information have been 

December3,ZOOl 

I strengthened to remind employees that all time, no matter 

B 

. .  
how minimal, nceds!o be rrponcd t 6 .  Qwest i s  initiarina additional training that will reinforce 

December 3,2001 

I compliance with Section 272(b)(2) a i d  Section 272(b)(S). 

E 

kdy Brunsling Affidavit (related lo Qwest’s 2 72 Affiliate) 

December 3,2001 

I .  QCC corrected all of the identified discrepancies by posting 
the transaction on the website and by billing or booking 
these transactions by November 15,2001, with the 
exception that catch up billings, for all discrepancies other 
than Discrepancy H are being billed in November 2001 and 
a $9,000 adjustment Related to discrepancy C that is being 

All 

booked in November 2001. 
2. The Business Unit Affiliate Manager (“BUAM) supervisor 

will review the calculation to ensure both a fully distributed 
cost (“FLK”) and fair market value (“FMV”) analysis has 
been completed. 

2 

To Be Implemenred By 

December 3,2001 

Deccmber 3,2001 

KPMG 
Report 
Discrepang 
Rejerence 

All 

C 

1 

I 
I I 



I ’  i 

December 3 I ,  2001 

fudy Brunsting AJpdnvit (related to QWest’s 272 AJJiiiale) 

I 

3. A 272 checklist is being established to track all new 
services provided by the Qwest 272 Affiliate to the Qwest 
130‘2. The Director-Ccrpomtc Accounting, Qwcst Scwics 
Corporation (“QSC), will have responsibility for 
monitoring the checklist to ensure all items are completed 
in a timely manner. ’ 

4. A FDC model that is compliant with the FCC’s affiliate 
rules has now been developed and will be used for all the 

December 3,2001 

Owest 272 Affiliate pr:cing. 
The controller of Qwest Network Construction Sunices 5 .  

L 

C‘QNCS”) will inform the Qwest 272 Affiliate of any new 
or proposed transactions. 

6. The Director-Corporate Accounting will request a review - 
of the billing system quarterly to identify new transactions 
from ONCS. 
HR will now send a report of any changes in legal entity to 
Real Estate who will disnibute the information to the 
BUAM. The BUAM will be responsible for identifying the 
potential impact on other affiliates or agreements. 

8. The Real Estate Organization will perform quanerly 
reviews and note changes to the BUAM. 

9 .  Personnel changes were made and Company policy is be6 
enforced and followed. This service is now being provided 

7 .  

by a 3rd party vendor. 
IO. A manual’process was implemented to identify all circuits 

and rates being used for Official Communication Services 
(‘OCS’). In order to ensure that accurate billings are 
processed on a timely basis, this information has been 
entered into a database which will feed the monthly billing 
system. 

I I .  A 272 clieddist is being established co track all new 
services provided by the Qwest 272 Affiliate to the Qwest 
BOC. The Director-Corporate Accounting QSC will have 
rcsponsibility for monitoring thc chccklil IO snsurc all 
items are completed in a timely manner. 

12. Both entities will deploy additional training to all involved . .  - 
organizetions nnd employees. 

December 3,2001 

Report 
Discrepnncy 
Reference 

I 
I 

December 3,2001 ----I-- 
December 3 I ,  2001 -r-- 
December 3,2001 t December 3,200 1 

I 
December 3,2001 All 



Schwartz No. 1 - The  Business Unit Affiliate Manager (“BUAM”) supervisor will review the 
calculation to ensure both a fully distributed cost (“FDC”) and fair market value (“FMV”) analysis 
has been completed. (Relaledlo discrepancy A in rhe KPMG Repon) 

Description of Control 

The Qwest BCK has implemented a new control whereby the supervisor of the BUAM responsible for 
managing real estate services (space and furniture rental) pruvided lo the Qwrst 272 Affiliate must perform a 
review for cach component of the service (e.& each building) to ensure that a FMV study was conducted and 
compared to FDC for proper pricing of the service based on the FCC’s affiliate transaction rules.’ Any work 
ordcr without this support will not bc proccsscd by thc DUAM. 

Kl’MG Testing 

KPMG received from Qwest the following documentation and performed the following tests regarding this 
new control: 

Rcccived from Qwcst KPMG Testing 

1 sperifk steps to be taken hy the real estate 

Contact information for the real estate services 
BUAM and BUAM supervisor. 

I services BUAM and the BUAM supervisor. 
Signed statements from the real estate Services 1 Read the signed statements, notinE that the 

Interviewed the real estate services BUAM and 
BUAM supervisor IO verify that they had been 

- 
RUAM and real esiate services RIJAM 
supervisor indicating their knowledge of the 
new control. 

steps rn be perfnrmed per the signed statement 
agreed to the new policy and that the real estate 
services BUAM and BUAM supervisor signed 

made aware of the new control by December 3, 
2001 and that they had signed the statement. 

Conclusion 

Based on the testing performed, the control requiring the real estate services BUAM supervisor to review for 
FDC and FMV comparison had been implemented as of December 3,200 1, 

’ 47 CFR 22-27, 

4 



- Scbwartz No. 2 - The Regulatory Accounting organization will expand its control sheets to provide 
additional detail Which will allow them to verify tbat a FMV and FUC study has been performed tor 
all services. (Related IO discrepancy A in the KPMG Report) 

Description of Control 

The Qwest DOC has implemented a control enhancement whereby the Regulatory Accounting organization 
will expand its control shccts IO provide additional detail, which will allow them IO verify that a F M V  and 
FDC study has been performed for all services. The Regulatory Accounting organization expanded the 
control sheets to add language that requires a review for work orders related to managing real estate services 
(space and furniture) provided to the Qwest 272 Aftilinte. This review will be performed for each 
component of the service (e.g., each building) to ensure that a FMV study was conducted and compared to 
FDC for proper pricing o f  the service based on the FCC’s affiliate transaction rules. 

KPMG Testing 

KPMG received from Qwesr the following documentation and performed the following tests regarding this 
new control: 

( w e e x p a n d e d  control sheets. 

KPMG Testing 
Read the new policy, noting that it includes 
language which states for real estate services, a 
comparison of FMV to FDC for each pricing 
component must be performed. Additionally, 
we interviewed the Regulatory Accounting 
organization personnel and determined that 
they were aware of the control enhancement, 
Reviewed the expanded control sheets noting 
the addition of language which requires that a 
FMV study be performed for each affiliate- 
billed property. 

Conclusion 

Based on the testing performed, the control concerning updated control sheets had been implemented as of 
December 3.2001. 

I 5 I 



Received from owest 
The written policy setting forth the cnntrnl. 

Contact information for Regulatory Accounting 
personnel. 

Conclusion 

Based on the testing performed, the control requiring a quarterly review of control sheets by the Regulatory 
Accounting supervisor had been implemented as of December 3,200 I, 

KPMG Testing 
Read the new policy, noting it includes 
language which states that the Regulatory 
Accounting supervisor will review control 
sheets on a quarterly basis for required 
information. 
Interviewed the Regulatory Accounting 
supervisor responsible for control sheet reviews 
noting that the supervisor is aware of the 

6 



Received from Qwest 
Access to new training material. 

Access 10 listing of employees that are required 
to attend training and acknowledgement forms 
stating whether training was received. 

... . 

Conclusion 

Based on the testing performed, the control that employees at the access control centers will be retrained to 
ensure that a valid depamnent or responsibility code will be provided was implemented as of December 3, 
2001. 

KF'MG Testing 
Read the new training material, noting it 
includes a statement that the respensibility 
code (RC) or department code (DC) are 
required information and must be obtained 
prior to the issuance of the ID badges. 
Reviewed the listing of employees required to 
attend training. Reviewed acknowledgement 
forms and received email confirmations from 
employees that attended the training 
acknowledginq they are aware of the  policy. 

7 



- Schwartz No. 5 - Monthly requests for billing information have been strengthened to remind 
employees that all time, no  mat te r  how minimal, needs to be reported. (Nelaled Io discrepancy l. in the 
KPMG Report) 

Description of Control 

The Qwest BOC has implemented an enhanced control whereby monthly requests for billing information 
have bccn strcngthcncd to rcmind cmployccs that all timc, no inattcr how minimal, nccds to bc rcportcd. 

KPMG Testing 

KPMG received from Qwest the following documentation and performed the following tests regarding this 
control enhancement: 

Received from Qwest 
The wrinen policy setting forth the control. 

KPMG Testing 
Read the new policy, noting that this mlicv . . .  - . .  
indicated all time must be reported. 
Interviewed the QC Senior FinanceBusiness 
Analyst IO verify that an e-mail was sent as of 
necemher 3,2001 that included a reminder that 
all time must be reported. 
Reviewed the e-mail confirming that it 
reiterated the policythat all time, no matter 
how minimal, must be reported. 

Conclusion 

Based on the testing performed, the control enhancement concerning the reminder !hat all time must be 
reported had been implemented as of December 3,2001, 

8 
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Schwartz No. 6 - Qwest is initiating additional training that  will reinforce compliance with Section 
272(b)(2) and Section 272(b)(5). (Related to all discrepancies in the KPMG Report) 

Description o i  Control 

Qwest has implemented a control enhancement whereby additional training will be initiated that will 
reinforce compliance with Section 272(b)(2) and Section 272(b)(S). 

KPMG Testing 

W M G  received from Qwest the following documentation and performed the following tesrs regarding rhis 
control enhancement: 

Compliance to explain how requirements to 
anend the training were communicated. 

Acknowledgement forms completed by the 
BUAMs acknowledging that they understood 
the BUAM Section 272 and Affiliate 
Transaction Refresher Training that was 
presented. 

KPMG Testiitg 
Reviewed the BUAM Section 272 and Affiliate 
Transaction Refresher Training materials. The 
training includcd rcfcrcnccs to rcquircmcots 
with respect to Section 272(bK2) and Section 
272 (b)(S). 
Reviewed tho training schedule. Scction 272 
and Affiliate Transaction Refresher Training 
for RL'AMs occurred on Nabember 28,20fl  
Interviewed Q C ' s  Director of 272 Compliance 
who indicated that the QC Director of FCC 
Regulatory Accounting had sent an e-mail to 
all RUAMs requiring that they attend rhis 
mandatory training. 
Reviewed the acknowledgement forms and - 
received e-mail confirmations from all of the 
BUAMswith Section 272 responsibilities. All 
BUAMs who either attended the training on 
November 28, 2001 or reviewed the training 
materials acknowledged that they understood 
the BUAM Section 272 and Affiliate 
Transaction Refresher Training materials. 

Conclusion 

Based on the teslins performed, the control enhancement to initiate additional training to reinforce 
compliance with Section 272(bX2) and Section 272 (b)(5) had been implemented as of December3,2001. 



Brunsting No. 1 - QCC corrected all of the identified discrepancies by posting the transaction on the 
webslte and  by billing or booking these transactions by November 15, ZUUI, with the exception that  
catch up billings for all discrepancies other than discrepancy H a r e  being billed in November 2001 and 
a $9,000 adjustment Related to discrepancy C that is being booked in November 2001. (Refufedfo ail 
discrepancies in the XPMG Repor0 

Descriplion of Control 

QCC has corrected all of the identified discrepancies by posting the transactions on the website and by 
billing or booking these transactions in November 2001. 

KPMG Testing 

KPMG received from Qwest the fnllowing dociimentation and peiformed the following tests regarding this 
new control: 

Received from Qwest 
Evidence (e+, invoices, journal entries, 
posting summaries) that all postings, billings, 
and bookings that took place to correct the 
identified discrepancies that occurred. 

I 

L 
Conclusion 

- 
KPMG Testing 

Rwiewed invoices, journal entries. and Posling 
summaries which were made to correct ;he 
identified discrepancies. We considered the 
general ledger accounts to which the journal 
entries were posted and whether if parallel 
entries were made to each affiliates' books. 
Also, we evaluated if the journal entries 
booked were consistent with management's 
estimates in the KF'MG Report. Lastly. the 
Vwest website was reviewed to determine if 
postings had occurred to correc! the identified 
discrepancies. 

Bnsod on the testing performcd, QCC has comctcd all of the identified dissrepawivs by pusling the 
transactions on the website and by billing or booking these transactions in November 2001. 

IO 



Brunsting No. 2 -The  Business UniI Affiliate Manager ”BUAM” supervisor will review the calculation 
to ensure borh a rully distributed cost “FDC“ and iair market value “FMV” analysis has been 
completed. (RehIed lo discrepancy C in fhe KPMG Report) 

Description of Control 

The Qwest BOC has implemented a new control whereby the supervisor of the BUAM responsible for 
managing r e d  estate services (spocc nnd furniture rental) provided to the QWCSI 272 AfIiiidrt. must perform a 
review for each component of the service (e.g., each building) to ensure that a FMV study was conducted and 
compared to FDC for proper pricing of the service based on rhe FCC’s affiliate transaction rules. Any task 
order without this support will not be processed by the BUAM. 

KPMG Testing 

KF’MG received from Qwest the following documentation and performed the following tests regarding this 
new control: 

Received from Qwesr 
The written palicy setting forth the control. 

Signed statements from the real estate services 
BUAM and real estate services BUAM 
supervisor indicating their knowledge of the 
new control. 

BUAM and BUAMsupervisor. 

I 

Conclusion 

KPMC Testing 
Read the new policy, notinr! that it set forth the 
specific steps to be taken b; the real estate 

steps to be performed per the signed statement 
agreed to the new policy and that the real estate 
services BUAM and BUAM suuervisor rimed 

I 
I 

the statement. 
Interviewed the real estate services BUAM and 
BUAM supervisor to verify that they had been 
made aware of the new control by December 3, 
2001 and that they had signed the statement. 

Based on the testing performed, the control requiring the real estate services BUAM supervisor to review for 
FDC and FMV comparison had been implemented asof December 3,2001. 



Brunsting No. 3 - A  272 checklist is being established to Irack all new services provided by the Qwest 
272 AFiliate to the W e s t  BOC. The QSC Director of Corporate Accounting will have responsibility 
for monitoring the checklist i o  ensure all items are completed in a timely manner. (Related to 
discrepancy C in the KPMC Reporl) 

Description of Control 

A iiew control has been implemented whereby a 212 checklist is being established to ensure that all 
necessary information required to process all new or amended sewices provided by the Qwest 272 Affiliate 
to the Qwest BOC. The QSC Director of Corporate Accounting will have responsibility for monitoring the 
checklist to ensure thnt all itcms arc cornplctcd in a timely mnnncr prior to signatuffi. 

KPMG Testing 

KPMC received from Qwest the following documentation and performed the following tests regarding this 
new control: 

Received from Qwest 
The written policy setting forth the control 

Contact information for the QSC Director of 
Corporate Accounting. 

KPMG Testing 
Read the new policy, noting that a checklist to 

i ensure that the process entahlishing or 
arncnding a service is followed in a timely 

1n:erviewd [he OSC 
Accounting The QSC Director of Corporate 

mponcr. 

Accounting stated that he will be responsible 
for completing and monitoring the checklist for 
new rask orders and amendments to existing 
task orders to ensure that all necessary 
information required to process task orders and 
amendments is completed in a timely manner 

The new checklist established to track all new 
services provided by the Qwesr 272 Aftiliare to 
the Qwest BOC. 

Conclusion 

Based on the testing performed, thc control dcscribed above had been irnplcmcntcd as of Dcccmber 3,2001. 

prior to signature. 
Reviewed the new checklist, noting the 
information required to be collected to 
complete the process of establishing a new or 



Brunsting No. 4 - An FDC model that  is compliant with the FCC‘s afliliate rules has now been 
developed and will be used for all the Qwest 272 Affiliate pricing. (Related i o  discrepunc). D in fhe 
KPMG Reporf) 

Received from Qwest 

Descrlption of Control 

The Qwest 272 Affiliate has implemented a newly developed FDC model to be used by the Qwest 272 
Affiliate when pricing its services. 

KPMG Testing 

W M G  received from Qwest the following documentation and performed the following tests regarding this 
new control: 

KPMG Testing 

-. . calculate FDC. 
Training material sent to the user of the model. Rcvicwed the training material s e ~ t  io the users 

ofthe mode!. noting i t  stated FDC must be 
calculated using lhe JMiliate’r FDC model and 
provided references to identify the location o f  
the updated MAT on the Qwest intranet 
u ebsite. 
Interviewed thc QSC D k i o r  of Corponte 
Ascounting noting that tne model u a i  created 
tor developing FDC pricing for QCC services 
Reviewed training material noting i t  discussed 
that each affiliate has its oun FDC oricine 

... .- 
Comacc informatian for QSC Director of 
Corporate Accounting. 

.~ 
of the nonregulated affiliates has its own FDC I pricing model and a150 explains this process fol 

Conclusion 

Based on the testing performed, the control that a new FDC model has been developed that meets the FCC 
requirements used by the Qwest 272 Affiliate had been implemented as of December 3,2001. 
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Brunsting No. 5 - The controller of Qwest Netrvork Construction Services ("QNCS") to inform the 
w e s t  272 Affiliate of any new or proposed transactions. (Related to discrepancy H in the KPMG 
Report) 

Descrlprlon or Conrrol 

The Qwest 272 Affiliate has implemented a new control whereby the QNCS Controller will send telephone 
andlor cmail notification to thc QSC Dirsctor of Corporate Accounliiig ~~otifyiiig tliriii UT m y  n r w  or 
proposed service to be offered by the Qwest 272 Affiliate to the Qwest BOC. 

KPMG Testing 

KPMG received from Qwest the following documentation and performed the followins tests regarding this 
new control: 

Corporate Accounting and the QNCS 
Controller. 

KPMG Testing 
Read the new policy, noting it states that the 
QNCS Controller to inform the QSC Director 
of Corporate Accounting of any potential QCC 
to QC transactions that come to the QNCS 
Controller's attention. 
Discussed the new policy with the QNCS 
Controller and the QSC Director of Corporate 
Accounting noting that they were both aware of 
the new control. 

Conclusion 

Based on the testing performed, the control that the QNCS Controller will inform the QSC Director of 
Corporate Accountrng of new or proposed services had been implemented as o t  December 3,2001. 
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Brunsting No. 6 - The  Direcfor-Corporate Accounting will request a review of the billing system 
quarterly to identify new transactions from QNCS. (Relatedlo discrepancy H in lite KPMG Report) 

Description of Control 

The Qwest 272 Affiliate has implemented a new control whereby the QSC Director of Corporate Accounting 
will request on a quarterly basis that the QNCS Controller perfom an inquiry of transactions in the billing 
system to identify ncw services from QNCS. 

KPMG Testing 

KPMC received from @est the following documentation and performed the following tests regarding this 
new control: 

I *  

Corporate Accounting and the QNCS 
Controller. 

I Received from Que31 KPMG Testin 
I The vrinen policy setting fonh the control I Read the newpolicy, noting th6at I t  state5 tnat I 

Controller and the QSC Director of Corporate 
Accounting noting that they were both aware of  
the new control. Additionally, reviewed copies 
of screen prints from the billing system with 
the QSC Director of Corporate Accounting and 
the QNCS Controller noting that they were 
both familiar with the infomation required to 
fulf i l l  this control. 

I I the QSC Director of Corporate Accounting will I 

I send a formal request, on a quarterly basis, to 
the QNCS Controller to review the billing 
datahaae in order to identify transactions for 

1 sewices from QNCS. 
I Discussed the new policy with the QNCS Contact information for the QSC Director of 



Brunsting No. 9 -Personnel changes were made and Company policy is being enforced and followed. 
This service is now being provided by a 3rd party vendor. (Related to discrepancy J in flte KPMG 
Report) 

Description of Control 

QCC has implemented a new control whereby audio conferencing services are now being provided by a third 
parry vendor. Addilio,nally, personnel changes wrrr made and follow-up with employees will be conducted 
on a monthly basis. 

KPMC Testing 

KPMG received from Qwest the following documentation and performed the following tests regarding this 
new control: 

Received from Qwest 
The written policy setting forth the policy . .  
associated with a third p k y  vendor will 
provide audio conferencing services. 

The contract with the third party vendor 
supplying Qwest with audio conferencing 
services and associated invoice from the third 
party vendor to Qwest for the performance of 
services. 

Contact information for QC’s Director of FCC 
Regulaiury A c w w t i ~ t g  rvgardin& ilir yersonnrl 
changes that were made. 

KPMG Testing 
Read the new policy which was communic3ted 
to Qwest employees through e-mail. @est 
eniployees received these e-mails on Novembei 
5,  19, and 28, 2001 stating that audio 
conferencing services should be changed from 
the Qwest 272 Affiliate to the third party 
provider by NovemberfO, 2001. 

Additionally, the Chief Financial Officers 
(CFO) o f  all Qwest business units received an 
e-mail from the Qwest CFO and the Qwest 
Controller on December 3,2001 stating that it 
is the responsibility of each CFO to ensure 
compliance with regulatory requirements 
within the business units. 
Reviewed the contract with the third party 
vendor which states that that they will provide 
audio conferencing services to Qwest. The 
effective date of the contract is July 23, 200 I 
and the contract expires August 31,2002. 
Additionally, the November 30,2001, third 
parly invoice was reviewed that showed that 
audio conferencing SeNiCeS were billed to 
Qwest by the third party vendor. 
Interviewed QC’s Director of FCC Regulatory 
Accounting regarding the personnel chilnges 
that were made. The employee who was 
responsible for the processing of the bill and 
ensuring that it was recorded was relievcd of 
her duties prior to December 3, 2001. 
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KEeived trom W e s t  
Coiiwcr inrormarion for the Director of 
Purchasing-Procurement, Lead 
FinanceIBusiness Analyst-Procurement, and 
Senior Director - Customer Financial Services 
to determine how compliance with the new 
pollcy will be monitored. 

KPMG Testing 
Qwest management represented that they will 
review all audio conferencing activity 
beginning November 30, 2001 on a monthly 
basis. Qwest management will follow-up with 
employees that fail to use the third party 
vriidur aid rriilCuIGr ilia1 Q w r s l  policy iiiust bc 
followed. 

Cunclusion 

Based on the testing performed, personnel changes were made, a third party vendor has been contracted to 

of December 3,2001. 
providc sudio confcrcncing scrviccs, and n control requiring employee follow-up had been implemented as 
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Brunsting No. 10 - A manual prucess was implemenled to idenlify all circuits and rates being used for 
Oflicial Communication Senices  (“OCS”). I n  order to ensure that accurate billings a r e  processed on 
a timel) basis, this information has been entered into a database which will feed the monthly billing 
s ~ s t e m .  (Reloredto tliscrepnncv X in [lie KPMG Repurr) 

Description of Control 

QCC has implemented a new Control whereby pribaie lirir ciruiil) (and amuciaied rate)) JMI fur OCS *ill  
be iden!ified manuall) IO ensure timely collection of the dais for billing purposes. 

W.MC Testiilp 

KPMG received liom Qnest {he following aocumcntatton and performca tkc following test5 regarding this 
new control. 

Received from Qwest 
The new policy setting forth the requirement 
that all private line services from QCC to QC 
must be compliant with Section 271 and 272 
NleS. 

KPMG Testing 
Reviewed the policy that was verbally 
communicated to Qwest vice presidents in the 
finance, network, and facilities cost business 
functions prior to necemhcr 3.2001 and 
reviewed the e-mail sent by the Executive 
Director Federal Regulatory Strategy on 
December 5,2001 reminding management that 
all private line services from QCC to QC must 
be compliant with Section 271 and 272 rules. 
This e-mail was sent to Qwest vice presidents 
in the finance, network, and facilities cost 
business functions which are responsible for 
providing and accounting for private line 

I sen ices ro Qaest affi.iaks. 
I Reviewed the process !lo- documentation for Docunient~tioii for the pro:;; flow ofthe 

manual process to identify all circuits and rates 
used for OCS and how the new database will 
be populated and data fed into the billing 
system. 

the manual process that has been developed. 
Discussed it with the QC Director ofFCC 
Regulatory Accounting, Internal 
Communications-Contractor. and Senior 
Director-Customer Financial Services noting it 
was the process used to identify a l l  circuits and 

I rates usis for OCS. 
I Interviewed the QC Director of FCC Conract information in order to inierview for 

the QC Director of FCC Regulatory 
Accounting and Internal Communications- 
Cullira~lu,. 

Contact information the Senior Director - 
Custornsr Financial Serviccs. 

Regulatory Accounting and Internal 
Communications-Contractor noting that they 
wcrc a w a c  vftlie pioccs~ ussd IU idniiify all 
circuits and rates uses for OCS. 
Interviewed the Senior Director - Customer 
Financial Servisss rcgarding the billing of 
circuits manually identified. We noted that a 
process has been developed to load circuit and 
rate information received from the Internal 
Communications - Contractor into the QCC 
billing system in order to bill QC. 
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Conclusion 

Based on the testing performed. the control requiring a manual process was implemented to identify all 
circuits and rates being used for OCS. Also, to ensure that billings are processed on a timely basis, this 
information has been enrered into a darabase which will feed rhe monthly billing system. This control was 
implemented as of December 3,2001. 
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Brunsting No. 11 - A Section 212 checklist is bcing established to track all new services provided by 
the mest 272 Affiliate to the Qwest BOC. The Director-Corporate Accounting QSC will have 
responsibility for monitoring the checklist to ensure all items are completed in a timely manner. 
(Related 10 discrepancy 1 in the KPMG Report) 

~ Description of Control 

A new control has been irnplrmmLed whereby a 272 checklist is being established to ensure (ha1 all 
necessary information is collected that is required to process all new or amended task orders provided by the 
Qwest 272 Affiliate to the Qwest BOC. The QSC Director of Corporate Accounting will have responsibility 
for monitoring the cliccblisr to cnsure that all itcrns arc complctcd in a timely manncr prior to signaturc. 

KPMG Testing 

KPMG received from Qwest the following documentation and performed the following tests rrgarding this 
new control: 

Received from Qwest 
The written policy setting forth the control 

Contact information for the QSC Director of 
Corporate Accounting. 

setvices provided by the Qwesr 272 Affiliate to 
the Qwest BOC. 

KPMG Testing 
Read the new policy, noting that a checklist to 
ensure that the pmcerq estahlishing or 
amending a service is followed in a timely 
manner. 
Interviewed the QSC Director of Corporate 
Accounting. The QSC Director of Corporate 
Accounting stated that he will be responsible 
for completing and monitoring the checklist for 
new task orders and amendments to existing 
task orders to ensure that all necessary 
information required to process task orders and 
amendments is completed in a timely manner 
prior to signature. 
Reviewed the new checklist, notingthe 
information required to be collected to 
complete the process of establishing a new or 
amended task order. 

Conclusion 

Based on the testing performed, the COnIrOl described above had been implemented as of December 3, 200 I 

I 

i 
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- -  

Received from Qwest 

Brunsling No. 12 - Both entities will deploy additional training to a11 involved organizations and 
employees. (Kelnled Io all discrepancies in flte KPMG Report) 

Description of Control 

Qwest is initiating additional training to reinforce compliance with Section 272(b)(2) and Section 272(b)(S). 

KPMG Trbtiiig 

KPMG received from Qwest the following documentation and performed the following tests regarding this 
new control: 

KPMG Testing 
rhe training plan to reinforce compliance 
,equirements with Section 272(b)(2) and 
Section 272(b)(5). 

Reviewed the training plan for Section 272 
Reinforcement and Supplemental Training 
noting that the materials provided guidance 
reearding Secrinn 272(h)(2), 272 (h)(S), and 

Contact information for QCC's Director of 272 
Business Development who was responsible 
for developing the Qwest training plan to 
reinforce compliance requirements with 
Section 272(b)(2) and Section 272(b)(5). 

I 272(c)(2) requirements. 

acknowledgement form. 
Interviewed QCC's Director of 272 Business 
Development regarding when the plan was 
developed and the targeted audience for the 
training noting that the plan was developed 
prior to December 3,2001. The targeted 
audience for the training will be QCC, QC, and 
QSC management employees. The proposed 
schedule is 10 complete the training by the end 
"rlallual-y 2002. 

Conelusion 

Based on the testing performed; additional training lo reinforce compliance with Section 272(b)(2) and 
Section 272(b)(j) had been implemented as of December 3,2001. 



In addition to the controls implemented above, Qwest management requested that KPMG review the 
following implemented control that was not part of the Schwartz and tlrunsting attidavits: 

KPMG Report  Discrepancy G - Data entry services regarding out-of-region long-distance orders were 
prOVlded but not accounted for, billed (Including Interest charges) or reduced to writing during the 
examination period. 

Description of Control 

Transaction Refresher Training materials. 

E-mail communication to the Business Unit 
CFOs. 

The Qwest BOC initiated additional training to reinforce compliance with Section 272(b)(2) and Section 
2 73( b)( 5 ). 

Transaction Refresher Training materials, The 
training included references to requirements 
with respect to Section ?72(b)(Z) and Section 
272 (b)(5). 
Reviewed the e-mail dated December 3,2001 
to Business Unit CFOs noting it stated the 
emphasis on compliance with Section 212 
regulatory rules. 

KPMG Testing 

KPMG received from Qwest the following documentation and performed the following tests regarding this 
new control: 

Receivcd from Qwest I KPMG Testing 
The written policy setting forth the control. I Read the new policy, noting that this policy - . .  

I I ind i rn l~d  a l l  time mam he rrponed : 
b e  KUAhl Secrion 272 and Affiliate I Revewed the B U A V  Section 272 and Afiliate 



SUMMARY CONCLUSION 

In summary, based on the testing performed above, it is my opinion that the Qwest BOC and the Qwest 272 
Affiliate have implemented the new controls and control enhancements that were scheduled for 
implcmrntatiwi by Dcccnibcr 3, 2001, as rtipulatcd in thc Affidavits. All systems of internal control, no 
matter how well designed and operated, are inherently limited, such as control breakdowns caused by human 
judgment in decision making, human errors or mistakes, management override and fraud. While no internal 
control systcrn can guornntee thnt nll control objectives nre nchieved, the new controls and ~ontrol 
enhancements (discussed above) implemented by Qwest appear to strengthen the overall control environment 
with respect to Section 272 compliance and should minimize the rypes of fmdings presented in the KPMG 
Report. 

This concludes my declaration. 

1 declare under penalty of perjury that the foregoing is me and accurate to the best of my knowledge and 
belief. 

Executed this l 4 ~  dav of December 200 1 

/Philip J. Jacobsen 

SUBSCRIBED AND SWORN before me this& day of December 2001. 

Notary Public 
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